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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


of current U.S. dollars unless otherwise indicated. 


n 
=F 
5S 


All value 
Exchange 
1979/80 
1980/81 U 


6 
co 
@ 


G 
NAMM Ww 

Il 

bg 


hH 


> @ © 


FY FY y/ FY % 
1979/80 1980/81 ange 1981/82 Change 
(provisional ) (projections ) 


mw 


A =A £2 
i @ @ 
i} 
WW W 
WW W 
Ww S&S 


Il 
td 


Wi 
HM MN MN 


9 
O}<¢ 


td 
O}ls 
Ss 


Oo 
alk 
fA & |O 


—a 135.7 


5,100. 
= 


G 
eR IO 


—~ty 


OD 
c+ 


1 
2 


3 


WW eH 


[ 
79 
{ % 


AA 
— Go 
HH OMWON Oro 
FOAOCONO 


OV \O U7 XO \O 
° 


VI NWA ON 


ON ON ON W 

oO Oo @ 
ee 

-FOON @'O 


\O 
oO 


Commercia 


Demand 


OW OV 


Oo 


= 
NI 
ON 


RATANGCT 
BALANCE 


Co 


ONO O O Ole 


{2 
DLO 
Co 
S 


+ 


109 V1 O MO © 
Mw On Fr: 


Ho 
JO VU W 


WH FH UF 


CO ON OVW W WO: 


WHO = 


= 


fiat 
~ 

VI 
1 
1 


OIL PRODUCTION 
Million Barrels Per Day 9.9 9.4 8.5 -- 





Principal imports from the U.S.: transportation equipment, industrial machinery and 
controls, power generating equipment, air-conditioning and cooling equipment, aircraft 


erati 
and avionics, foodstuffs 


32 


Saudi Fiscal Year: 1979/1980 May 27, 1979 - May 14, 1980 
1980/1981 May 15, 1980 - May 3, 1981 
1981/1982 May 4, 1981 - April 22, 1982 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central Department 
Statistics, Embassy and other estimates. 





SUMMARY 


The economy of Saudi Arabia continues to expand rapidly, fueled 

by increasing oil export revenues. Government spending will 
continue at high levels through the third Five-Year Plan, although 
the focus of development will shift from the urban centers to the 
countryside and from infrastructure projects to resource develop- 
ment and processing. Continued good prospects for American busi- 
ness exist, especially in downstream petrochemical operations and 
agriculture. Both are considered top priorities of the Government. 
Other sectors offering growing opportunities include electricity 
and communications, water resources, consumer goods, and human 
resource development. 


OVERVIEW 


Export of petroleum, and the Government's utilization of the 
revenues derived therefrom, dominate the Saudi economy. In the 
recent past, the Government's development efforts have focussed 

on the construction of vast infrastructure improvements, mainly 

in the population centers of Jidda, Riyadh and Dhahran. At the 
same time, the Saudi Government has sought to encourage the 
development of industrial expansion by providing concessionary 
credit to the private sector through the Saudi Industrial Develop- 
ment Fund and through direct investment by the Saudi Arabia Basic 
Industries Corporation, which takes its funds directly from the 
Public Investment Fund. The concentration on infrastructure 
development has led to a complementary emphasis in the private 
sector on the provision of construction services and the develop- 
ment of industries providing building materials. The Government 
is now shifting the focus of its infrastructure development to the 
provincial capitals and surrounding areas and is attempting to 

put emphasis on industrial expansion in the main centers of Jidda, 
Riyadh and Dhahran. 


Because of the rapid expansion of government spending and the 
short but sharp inflationary experience of 1975-77, inflation has 
been a major concern to governmental authorities. The Government 
has dealt with this potential problem through provision of sub- 
sidies at nearly every level of production (as well as many direct 
consumer subsidies), careful monitoring of contract awards, elimi- 
nation of infrastructure bottlenecks,and the importation of large 
numbers of foreign workers, mainly from inexpensive friendly labor 
markets in the Far East. As a result, inflation has been kept in 
the single digit range through much of the growth period. 


As the Saudi economy has matured, government economic policy and 
private sector activity have grown more sophisticated. Competition 
has slashed profit margins and forced agents to market products 
more actively. Real estate speculation has slowed,and interest in 
more complex investment portfolios has increased. High interest 
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rates abroad and limited investment opportunities at home have 
encouraged private investment outside Saudi Arabia. At the same 
time, these private investment outflows and remittances by foreign 
firms and individuals working in the Kingdom have also helped 
reduce inflationary pressures. 


Despite domination of the economy by government~-sponsored develop- 
ment, Saudi Arabia is philosophically oriented toward the free 
enterprise approach. There are no exchange controls. Likewise, 
there are no restrictions on ownership of riyals, the local curren- 
cy. Formerly foreign-owned banks have been "Saudi-ized.'"' The Saudi 
American Bank is the only bank with American participation to 

offer both retail and wholesale banking services. Citibank is a 

40 percent shareholder. Because of the Saudi requirement for per- 
formance bonds on all government development projects, banks do a 
brisk business in such bonding activities. 


The development experience of Saudi Arabia has revolved around oil 
production. There is a continuing debate within Saudi Arabia about 
the optimum level of production, with both domestic and external 
policy interests being considered in the determination of actual 
levels of production. Recently, Saudi Arabia has been producing at 
record levels, which have produced record levels of income, in 

order to force the acceptance of price discipline’ by other members 
of OPEC. Agreement reached in Geneva at the end of October 1981 

on oil price unification will mean reduced Saudi production as other 
OPEC members regain market shares they lost to Saudi Arabia as the 


result of price differentials higher than the market would support. 
Even with the prospect of decreasing production (Saudi Arabia cut 
production to 8.5 million barrels effective November 1, 1981), 
Saudi Arabia's revenues will remain at high levels, generating de- 
mand for commodity imports which will move close to the $40 billion 
mark for 1981. 


Throughout the period of rapid economic growth, Saudi Arabia has 
retained its internal stability and cohesion. Saudi planners attrib- 
ute this to the leadership's ability to balance conservative and 
liberal forces and to strict control over the relatively large 

labor force. It is generally recognized that foreign labor is 
necessary to maintain the pace of development. Foreign workers 

are, however, carefully supervised and repatriated following their 
service in Saudi Arabia. 


ECONOMIC DEVELOPMENT UNDER THE FIVE-YEAR PLANS 





As measured by all commonly used indices, economic growth in Saudi 
Arabia has been significant and remarkable since the first Five- 
Year Development Plan was initiated in 1970. Gross domestic 
product has tripled, gross capital formation has increased by more 
than 45 percent annually, and real per capita income has more than 
doubled (1981 estimates are $15,000 per capita based on IMF 
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statistics). Electricity generation has expanded by a multiple of 
28. Value added by the manufacturing sector has increased more 
than threefold, with production of the key building material, ce- 
ment, four times larger than in 1970 (1979 cement production was 

3 million tons). For the most part, these gains came after 1974 
when the SAG used its rapidly expanding oil income to accelerate 
development. The Government stimulated the economy directly 
through fiscal measures, consisting chiefly of public sector 
project expenditures. The major emphasis during the period was 

on building the basic infrastructure to remove bottlenecks to de- 
velopment and to increase the country's absorptive capacity. Con- 
struction received the largest share of funds, accounting for 
four-fifths of the nation's gross capital stock by 1980. The 
Government was responsible for the bulk of fixed capital formation 
during the decade. 


The Third Plan, covering the period 1980/81-1984/5, officially 
involves some change of emphasis. Infrastructure no longer requires 
the preponderant share of government spending since projects com- 
pleted or under construction will greatly improve the nation's 
transport, communications and power systems. Instead, attention in 
the plan has turned to development of the productive sectors of the 
economy in order to reduce the almost exclusive reliance on oil 
exports for income generation as well as to increase the productivi- 
ty of Saudi manpower to reduce the dependence upon expatriate labor. 
During the first two years of the Third Plan, however, infra- 
structure will still receive a sizeable share of budgeted funds as 
projects begun under the Second Plan are completed. The plan also 
places emphasis upon maintenance to prolong the life and efficien- 
cy of the infrastructure developed in the first two plans. In 

line with the objectives of the Third Plan, spending will concen- 
trate on economic resource development, with a large amount ear- 
marked for the petrochemical projects at Jubail and Yanbu. A 

real growth rate of 18.8 percent per annum is posited for the manu- 
facturing sector during the Third Plan. 


Since development planning began in the Kingdom, the limited Saudi 
labor force has been the most significant constraint to develop- 
ment. Projects are now underway to improve educational and train- 
ing facilities, provide improved job guidance, and identify 
appropriate labor incentives to increase efficiency. Furthermore, 
the third Five-Year Plan concentrates on capital intensive growth 
in productive capacity as a means to mitigate the effects of 
absolute labor shortage. Considerable success has already been 
obtained by the Government in training and placing an all-Saudi 
labor force in the Al Kharj Military Industry Complex. 


THE PAST YEAR 


During the first year of the Third Plan (corresponding to May 1980- 
April 1981), appropriations of $71.6 billion were announced, repre- 
senting a 30 percent increase over 1979/80. About 70 percent was 
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earmarked for development projects, with the balance for administra- 
tion and other recurrent expenditures. Defense and national securi- 
ty continued to receive the largest share of the budget (28 percent), 
but infrastructure, transport and communications, and economic and 
human resource development each received slightly larger shares of 
the total appropriation for 1980/81. During the year a supplement 

of $5.8 billion was added to the budget, but total spending, at $71 
billion, fell 8 percent short of appropriations. Delays in the 
start-up of new projects in the first year of the Third Plan are 
blamed for the slowdown in expenditures. 


Preliminary data for the fiscal year suggest that further progress 
toward rapid growth and diversification of the economy was achieved. 
Real non-oil GDP grew at a rate of about 12 percent, and in- 
flation was held below 10 percent. 


CURRENT PUBLIC SECTOR ACTIVITY 





For the fiscal year 1401/1402 (May 1981 to April 1982), Saudi Arabian 
authorities intend to maintain demand management policies which pro- 
mote non-oil GDP growth at previous levels and keep the inflation 
rate in single digits. Appropriations total $88.7 billion, an in- 
crease of 24 percent over actual 1980/81 expenditures. Increases in 
sector allocations suggest no major shift in government spending. 
Infrastructure projects planned or under construction will go forward. 


The new industrial cities of Jubail and Yanbu continue to receive 
considerable attention through infrastructure allocations and in- 
ternal government loans. Spending for municipal services will grow 
34 percent as water distribution systems, waste-water treatment 
plants and waste collection schemes in regional centers begin to 
receive the same attention shown earlier in Jidda, Riyadh and Dammam. 
Expenditure on military and civil service salaries will increase sub- 
stantially due to new wage scales approved as part of a 66 percent 
increase in the public administration appropriation for this fiscal 
year. Defense and security spending will grow by 19 percent. In 
allocating $2.7 billion for direct subsidies for consumer goods, the 
Government has reaffirmed its commitment to this means of sheltering 
consumers from inflation. There are direct subsidies for the follow- 
ing consumer products and services: flour, rice, sugar, cooking oil, 
milk and lamb, electricity, water and public transport. The in- 
flation rate has been running in the 7-8 percent range for the past 
12 months. 


On the revenue side, higher than expected oil income has led to budget 
surpluses in excess of government projections. In 1980/81, revenue 
was not expected to reach $80 billion while actual receipts were 
close to $115 billion. For 1981/82, the government revenue estimate 

is $99 billion. Other sources put the figure at $125 billion. The 
budget surplus reached $45 billion in 1980/81 and should be nearly 

as large in the current fiscal year. 
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CURRENT PRIVATE SECTOR ACTIVITY 


Rapid increases in development spending have led to rapidly in- 
creasing incomes for the private sector. This has enabled the 
private sector to become an economic force of its own, both domesti- 
cally and internationally. In the first six months of the fiscal 
year 1981/82 (corresponding to the second half of the Hijra Calen- 
dar Year 1401), private sector investment activity has been domi- 
nant in the United States and Europe. Saudi investors have 
preferred to take advantage of this easy route for economic gain 
rather than the sometimes less certain and more time-consuming 
development of productive ventures within the country. This trend 
has not had a deleterious effect on overall domestic investment, 
however, because of the continued availability of cheap capital from 
the Saudi Industrial Development Fund (SIDF), the Agricultural Credit 
Bank, and the accelerated growth in investments by the Saudi Arabia 
Basic Industries Corporation (SABIC). 


The import of consumer goods, which has been the focus of private 
sector activity, has expanded with the rest of the economy at a 
rapid rate. Private sector imports constitute nearly 80 percent of 
total imports and include sales to the Government as well as the 
consumer market. Banking sources report that inventories of con- 
sumer goods are running high all over the country. Faced with slow 
moving inventories, businessmen are not as optimistic about main- 
taining the rate of import growth which has been experienced over 
the preceeding years. Continued high interest rates could have a 
further dampening effect on private sector imports. 


Private sector activity in the Eastern Province is fueled by major 
government development projects including the King Khalid Military 
City Complex, the Jubail Industrial Complex, the Master Gas-Gather- 
ing Project, the Bahrain Causeway, and continued oilfield expansion 
and maintenance activities. Secondary and tertiary manufacturing 
units have filled the industrial parks created in Dammam. In Riyadh, 
the administrative capital of the country, private sector activity 

is emerging from past concentration on real estate speculation. 
Provision of equipment for new buildings and increasing concentration 
on agricultural investment have become the focus of activity in the 
Central Region. Local businessmen anticipate increased government 
concentration on development in rural areas and are looking to con- 
tinued construction activity as well as the opening of new consumer 
markets, which will follow the infrastructure development in these 
outlying areas. In Jidda, private sector activity is still dominated 
by commerce and trade. Despite the considerable activity of SABIC 

in Yanbu and Jidda itself, the Western Province remains the least 
dynamic in terms of private investment in the productive sectors. 
This is perhaps a result of the concentration on provision of goods 
and services to the ever-growing numbers of pilgrims which flood the 
Western Province each year. The private sector in Jidda will almost 
certainly benefit from planned emphasis on infrastructure developments 
in Mecca, Medina and the Asir, which is provided for in the third 
Five-Year Plan. 
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Private sector efforts have been increasingly influenced by the 
Government's desire to Saudi-ize economic activity. Because eco- 
nomic expansion was rapid and broadly based, most Saudi Arabian 
companies had to rely on affiliations with foreign companies in 
order to respond to government initiatives in development. Indeed, 
to keep up the pace of development many foreign companies formed 
only the loosest of ties with Saudi Arabian partners, operating 
mainly independently. Saudi Arabian Government policy is to develop 
a capable private sector possessing the latest technology to respond 
to the needs of the economy. In recent years this policy has in- 
creasingly encouraged closer ties between Saudi Arabian firms and 
foreign companies working in the country. Recent government decrees 
now restrict bidding on most government contracts to local firms or 
joint ventures, and the Government has encouraged the establishment 
of productive joint ventures of all sizes. Technology transfer is 
an important element of these joint ventures, because of Saudi 
desire to create an indigenous technological capability as rapidly 
as possible which will reduce the reliance on foreign technological 
assistance. 


Saudi Arabian Government financial facilities offered to the private 
sector will be focused in the near term on projects designed to make 
use of petrochemical raw materials to be produced in Jubail and Yanbu 
and in agriculture. The Saudi Agricultural Bank has been offering 
attractive agricultural credit for development of rural land. 
Government decisions to support agricultural prices well above world 
market prices have stimulated considerable private sector interest. 
These two areas promise to be the areas of greatest private sector 
activity in the next six months to a year. 


IMPLICATIONS FOR THE UNITED STATES 





In 1981, total Saudi imports are expected to grow to $40 billion. 

Of this amount, roughly 20 percent, or $8 billion, will be from the 
United States, making Saudi Arabia the largest American market in 

the Middle East. U.S. suppliers of goods and services, however, face 
increasingly stiff competition from European and Asian countries and 
much tougher contract terms from Saudi tendering agencies, 

challenges amplified by the resurgence of the dollar. 


The Saudi Government, the country's principal import catalyst, has 
begun to adjust its spending patterns in line with the priorities 
promulgated in the third Five-Year Development Plan. Although in- 
frastructure allocations remain substantial, their declining share 
of total investment in favor of the "productive" sectors should 
broaden opportunities for American firms in areas where they enjoy 
a competitive advantage. This is especially true in the fast-grow- 
ing agricultural sector where management expertise as well as 
provision of equipment is needed. 
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Construction, the Kingdom's largest economic activity, will grow at 

a slower rate than during the 1975-1980 building boom, increasing 
competition among foreign contractors whose share of the Kingdom's 
construction activity grew from 46 percent in 1976 to 53 percent in 
1979. This trend is now beginning to shift in keeping with govern- 
ment policies favoring Saudi contractors. Awards for road con- 
struction and maintenance, for example, are now given to local firms, 
and large turnkey contracts are being split to encourage Saudi par- 
ticipation. In recent years U.S. firms have seen their share of 
construction awards decline due to cost and other competitive 
disadvantages. They are, however, in an excellent position to capi- 
talize on their experience and expertise in related service areas - 
such as design, engineering, construction management and supervision, 
plant start-up, and operations and maintenance. The very large and 
specialized firms, moreover, should remain competitive in larger and 
high technical contracts, as exemplified by Litton's $1.6 billion 
national communications system contract. In the meantime, the focus 
of construction activity is shifting to provincial areas as the 
Government widens the area of development activity. 


Over the next few years, project requirements for the industrial 
cities of Jubail and Yanbu will provide multimillion-dollar markets 
for suppliers of virtually every type of equipment and service. 

The massive petrochemical complexes being built there offer excel- 
lent opportunities for suppliers of pressure vessels, compressors, 
heat exchangers, pumps, valves, control systems, pollution control 


devices and a host of specialized ancillary services. Private 
foreign investment in joint venture with Saudi firms is being en- 
couraged through generous incentives which include up to 50 percent 
financing at nominal interest rates. 


Agriculture and water are important to Saudi Arabia's overall scheme 
of development. In agriculture, heavy government subsidies for just 
about every input from land to farm machinery coupled with high price 
guarantees have stirred the interest of several trading companies 
looking for investment outlets. Suppliers of agricultural machinery, 
irrigation systems and equipment and arid land use technology should 
not overlook the profit potential of a joint venture with an experi- 
enced local company. In the water desalination field, the Kingdom's 
growing array of desalination plants for supplying water and 
electricity to urban areas on the Gulf and the Red Sea will be 
supplemented by new seawater treatment plants, pipelines and pumping 
stations to supply water to inland areas. U.S. suppliers of munici- 
pal water distribution and sewage treatment equipment should also 
fare well in the Saudi market. 


The emphasis on manpower development in Saudi planning is reflected 
in the $7.39 billion allocation for education and training in the 
1981/82 budget. Planned expansion and improvement of the Saudi 
educational system presents a myriad of opportunities for U.S. sup- 
pliers of teaching aids, classroom furnishings and educational con- 
sulting services. Two new prevocational centers, 10 vocational 
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training centers and 3 on-the-job training centers will be con- 
structed by 1985. With the active support of the new public organi- 
zation for technical education and vocational training, Saudi 
industry is also participating in expanding the pool of trained 
Saudi labor by instituting company vocational training programs. 


Improved health care and expanded medical facilities for its citi- 
zens will remain among the highest of the Kingdom's priorities. 
Under the Ministry of Health's planned expenditures of $2.1 billion 
for 1981/82, nine new hospitals, two health institutes for the 
training of health technicians and assistants, and three hospital 
extensions will be constructed. Even larger sums will be spent by 
the Ministry of Defense and Aviation and the Saudi Arabian National 
Guard in acquiring comprehensive medical services. Along with 
private clinics and hospitals, these projected government medical 
facilities offer substantial sales opportunities for U.S. suppliers 
of medical instruments, diagnostic equipment, hospital supplies and 
management services. 


Electricity is another important element in the Kingdom's economic 
development program; $16 billion have been allocated to expand 
Saudi Arabia's generating capacity and distribution network during 
the next Five-Year Plan. This program will provide excellent 
opportunities for U.S. suppliers of a variety of industrial, com- 
merical, and household electrical products, from heavy industrial 
generators to consumer appliances. 


Other major markets are developing in the fields of communications 
and computer science. Major projects include the expansion of the 
satellite telecommunications and microwave systems, which will gener- 
ate opportunities.for suppliers of electronic measuring instruments, 
transmission systems, telephone equipment, and related engineering, 
maintenance and support services. The Saudi market for computers 
has doubled over the past two years. Significant purchases of mini- 
computers are already in evidence, although a major market for 


medium and large-sized mainframes is unlikely to develop until the 
mid-1980's. 


With the phenomenal growth of the Saudi economy over the past seven 
years, operations and maintenance requirements have grown accordingly. 
Highways, ports, airports and buildings constructed in haste and 
subject to heavy use in a harsh environment are in need of repair 

and modernization. Firms combining Western management with Third 
World labor stand an excellent chance of success in this field. 


The rising standard of living among Saudi nationals and the purchas- 
ing power of the expatriate community have increased the demand for 
foodstuffs in general and for high quality products in particular. 
Thanks to their reputation for high quality, U.S. suppliers of meat 
and canned vegetables with established brand names have excellent 
prospects. 
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Saudi Arabia offers manufacturers of U.S. consumer products a rapidly 
expanding but increasingly competitive market. Total sales to Saudi 
Arabia of electronic devices, home appliances, recreational equip- 
ment, clothing, furniture, etc., have grown substantially, but the 
United States' share has barely kept pace. However, the growth 
potential for the entire gamut of consumer products remains great 

for those firms able to hold their own in the price-conscious market. 


American firms interested in exploring the Saudi market should prepare 
themselves well before taking the plunge. The boom years of the mid- 
seventies have given way to a more sophisticated market marked by its 
competitiveness. Close government monitoring of contracts, segmen- 
tation of larger projects and the presence of salesmen from all corners 
of the earth have lowered prices and profit margins. A joint venture 
with a carefully selected local partner is the preferred, and some- 
times the only, way to gain access to Saudi Arabia. 











